


CORPORATION FILF 


United Cigar-Whelan 
Stores Corporation 


ANNUAL REPORT 


for the year 


1947 

























UNITED CIGAR-WHELAN STORES CORPORATION 

Executive Offices • 215 Fourth Avenue, New York 3, N. Y. 


★ 

DIRECTORS 


CHARLES ALLEN, JR., 

Senior Partner, Allen & Co., New York, N. Y. 

DAVID G. BAIRD,* 

Vice President, Marsh & McLennan, Inc., 

New York, N. Y. 

HUGH B. BAKER, 

Partner, Baker, Weeks & Harden, 

New York, N.Y. 

WALTER G. BAUMHOGGER,* 

President and Chairman of the Executive 
Committee. 

HENRY C BRUNIE, 

President, Empire Trust Company, 

New York, N.Y. 

KENNETH J. HANAU,* 


FRANK M. HEAD, 

Vice President and General Merchandise 
Manager. 

HOULDER HUDGINS,* 

President, Sloane-Blabon Corporation, 

New York, N. Y. 

HARRY RUBENOFF, 

Vice President and General Counsel. 

B. A. TOMPKINS,* 

Director and Vice President, Bankers Trust 
Company, New York, N. Y. 

DALLAS S. TOWNSEND, 

Partner, Townsend & Lewis, New York, N. Y. 


Executive Vice President and Treasurer, Wagner 
Baking Corporation, Newark, N. J. 


JOHN WHITNEY, 

Partner, Riter & Co., Ne^' York, N. Y. 

* Member—Executive Committee 


★ 

OFFICERS 

WALTER G. BAUMHOGGER, President 

HARRY M. CHICHESTER, Vice President FRANK M. HEAD, Vice President 

EDWARD E. CODY, Vice President and Treasurer HARRY RUBENOFF, Vice President 

HERMAN H. GOLDSTEIN, Vice President A. HERBERT SMITH, Vice President 

EMILE E. GRIGNARD, Vice President HAROLD W. JACOBSEN, Secretan 


PAUL OLSEN, Comptroller, 
Assistant Secretary' and Assistant Treasurer 


UNITED CIGAR-WHELAN STORES CORPORATION 




April 9, 1948 

To the Stockholders of 

United Qgar-Whelan Stores Corporation: 

The consolidated financial statements of your corporation for the year ended 
December 31, 1947, together with the certificate of Messrs. Price, Waterhouse & 
Co., independent public accountants, are included in this annual report. 

Your corporation experienced a sharp reduction in profit in 1947. Combined 
sales volume of our drug and cigar stores, in 1947, was approximately the same 
as in 1946. However, stores* gross profit margin narrowed, other store income 
declined, and operating expenses increased sharply. 


Comparisons of sales and profits transferred to earned surplus for the years 
1946 and 1947 are as follows: 


Profit transferred 
to 

Sales volume earned surplus 


1946 .$79,288,902 $2,204,268 

1947 . 78,279,231 1,277,280* 


♦ This is the first time since present Management was installed in 1938 that 
profit transferred to earned surplus was less than that of the previous year. 


Profit transferred to earned surplus in 1946 included $312,500 transferred 
from the reserve for wartime and postwar contingencies, and in 1947 the remain¬ 
ing balance of $212,500 was similarly transferred. Profit transferred to earned 
surplus, in 1947, also includes the amount of $200,000, representing the return 
to profit and loss of excess provisions made in prior years for Federal taxes on 
income. 

The decline in stores* gross profit margin and other store income, in 1947, 
was due primarily to three factors: (1) increased customer demand for lower- 
priced merchandise, which yields a less-than-average gross profit; (2) the neces¬ 
sity for meeting price-cutting by competitors; (3) reduction in display advertising 
income. 
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Operating expenses, in 1947, as has been said, increased considerably. De¬ 
spite the fact that we could not afford to do so, it was necessary for us to increase 
wages in 1947, in line with the general upward trend throughout the United 
States. The total of salaries and wages paid by the G)rporation during 1947 was 
$769,161 greater than in 1946. (With the exception of total compensation paid 
to Management, salaries and wages for all classes of employees were higher in 
1947 than ever before.) Obviously, with no increase in sales volume, the per¬ 
centage of salaries and wages to sales increased substantially,— and this, in itself, 
created the most serious and also the most difficult problem that Management faced 

in 1947 and will again have to face in 1948. All other operating expenses (such 

as, for example, advertising costs, transportation expenses, repairs and mainte¬ 
nance, public utility expenses, etc.) also increased. The only expense account 
which showed a decrease in 1947 was General Overhead. 

Inasmuch as there was neither an inaease in sales volume, nor an inaease 
in gross profit margin to compensate for increased operating expenses, the net 
effect was to materially reduce profit from operations. 

To summarize, your corporation was squeezed between the leveling off of 
sales volume, the reduction in gross profit margin and other store income, and 
the increase in non-controUable operating expenses. 

A word about drug store prices and gross profit margins: In 1947, most 
classes of retailers reported a larger dollar volume of sales, despite a lesser num¬ 
ber of customer transactions. In drug stores, the reverse was true: There were 
more transactions but a smaller sales volume. This was caused not only by the 
tendency of customers to purchase lower-priced merchandise, but by the fact that 
drug store prices, generally, did not inaease. So far as both prices and gross 
profit margins are concerned, the drug store industry is (despite the great inaease 
in the cost-of-doing-business) still operating on, largely, a prewar basis. 

During 1947, your corporation continued its previously planned drug store 
expansion program. 10 new drug stores were opened; 9 existing drug stores 
were enlarged and completely remodeled, and 16 drug stores were partially re¬ 
modeled. The corporation also completed its new merchandise warehouse at 
Vernon, California. 

Capital expenditures to which the Corporation is committed are of a neces¬ 
sitous nature, and will, in the opinion of Management provide a satisfactory return. 

The financial position of your corporation at December 31, 1947 was good. 
The ratio of current assets to current liabilities at December 31, 1947 was 3.10, 
compared with 3.06 at the end of 1946. 

Inventories at the end of 1947 were $2,178,837 less than at the end of the 
previous year, and were better balanced. We believe that conversion of inventories 
from a wartime to a peace-time condition has now been completed. 
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In 1947 your Corporation wrote off, by a charge to earned surplus, Good¬ 
will amounting to $804,480, which was acquired during 1946 in connection 
with the purchase of the Mid-City (California) and Dade (Florida) chains. This 
goodwill has substantial value, but since it reflected only a small part of the total 
goodwill of the corporation, and as it has not been the practice of the corporation 
to capitalize goodwill, it was felt that it should be written off. 

With world-wide conditions so full of uncertainties, we find it impossible 
to prophesy what may happen in the future. We continue, however, to be optimis¬ 
tic about the future of your Corporation. We hope that sales volume in 1948 will 
not be materially less than it was in 1947. We expect a continuation of the pressure 
upon earnings of the rising cost-of-doing business. We believe that Manage¬ 
ment and improved supervisory and store personnel will find ways to accelerate 
sales volume on the more profitable merchandise and to effect some operating 
economies. 

We know, at this writing, although final figures are not yet available, that 
results from operations during the first quarter of 1948 were not satisfactory. 
We earned a profit, but it was a small one—much less than that of a year ago. 
However, there is reason for hoping that, as the year progresses, the comparison 
with 1947’s figures may be more favorable. Sales volume, during January, Feb¬ 
ruary, and much of March, was undoubtedly affected somewhat by the worst 
winter weather conditions we have experienced in years. At any rate, we have 
complete faith in the ability of our executive organization to handle, intelligently 
and as effectively as possible, the diflicult problems—and they will be numerous— 
with which it will be confronted in 1948. 

We are fully cognizant of the inherent dangers in the business cycle through 
which we are passing, and are, therefore, using the utmost caution in the formula¬ 
tion and execution of all plans and policies. The corporation’s financial condition 
is strong and we aim to keep it that way. 

We have tried realistically, in this report, to appraise past operations, the 
present financial condition, and the future possibilities of your corporation. If 
the stockholders have questions they wish to ask, and which this report does not 
answer, I hope they will write me. 

Walter G. Baumhogger, 

President, 


★ 

ANNUAL MEETING 

Pursuant to the By-Laws of the Corporation, the Annual Meeting of 
Stockholders will be held on May 19, 1948. Accompanying this Annual Re¬ 
port and enclosed herewith to Common Stockholders is the Notice of such 
Annual Meeting, together with the proxy statement and form of proxy. 
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PRICE, WATERHOUSE & CO. 


56 Pine Street, 

New York 5, N. Y. 
March 30, 1948 


To the Board of Directors of 
United Qgar-Whelan Stores Corporation: 

We have examined the consolidated balance sheet of United Cigar-Whelan 
Stores Corporation and its subsidiary companies as of December 31, 1947 and 
the related consolidated statements of profit and loss and earned surplus for the 
year then ended. Our examination was made in accordance with generally ac¬ 
cepted auditing standards, and included such tests of the accounting records and 
other supporting evidence and such other procedures as we considered necessary 
in the circumstances. 

In our opinion, the accompanying financial statements present fairly the posi¬ 
tion of the company and its subsidiary companies at December 31, 1947, and the 
results of their operations for the year, in conformity with generally accepted 
accounting principles. Except for the change referred to in Note A to the financial 
statements which we approve, the accounting principles were applied on a basis 
consistent with that of the preceding year. 


Price, Waterhouse & Co. 
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CONSOLIDATED BALANCE SHEETS 

DECEMBER 31, 1947 AND 1946 

United Cigar-Whelan Stores Corporation and Subsidiary Companies 


ASSETS 


December 31, 

Current Assets: 

1947 

1946 

Cash. 

$ 4,618,902 

1 4,295,237 

United States Government securities, at cost (market 
value December 31, 1947, 1754,500) .... 

757,300 

1,362,526* 

Accounts and notes receivable, less reserve .... 

1,484,909 

1,868,604 

Inventories of merchandise and supplies, at cost or 
market whichever is lower. 

12,586,185 

14,750,672 

Merchandise inventories with agents. 

492,350 

506,700 

Prepaid insurance, taxes and rents. 

446,970 

185,202* 

Total current assets. 

20,386,616 

22,968,941 

Miscellaneous Investments, at or below cost, and notes 

receivable due after one year. 

90,568 

85,240 

Fixed Assets, at cost or less: 

Land. 

690,297 

677,935 

Buildings. 

1,238,526 

150,500 

Furniture, fixtures and equipment (includes approxi¬ 
mately $1,320,000 on which the reserve for depre¬ 
ciation is equal to the asset). 

5,640,048 

4,967,612 


7,568,871 

5,796,047 

Less —Reserves for depreciation. 

2,708,876 

2,671,658 


4,859,995 

3,124,389 

Improvements to leaseholds, less amortization . 

2,746,814 

1,938,137 

Construction in progress. 

630,140 

1,118,312 

Total fixed assets. 

8,236,949 

6,180,838 

Deferred Charges. 

140,867 

124,091* 

Goodwill, at cost less amortization (Note A) . . . 

— 

822,084 

Total Assets. 

$28,855,000 

$30,181,194 


♦Reclassified for comparative purposes 
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CONSOLIDATED BALANCE SHEETS 

DECEMBER 31, 1947 AND 1946 

United Cigar-Whelan Stores Corporation and Subsidiary Companies 


LIABILITIES AND CAPITAL 

December 31, 

Current Liabilities: 1947 1946 

Accounts payable.$ 3,446,793 $ 3,619,790 

Dividend payable. 42,556 42,556 

Taxes accrued and withheld. 745,575 824,395 

Accrued compensation and other current and accrued 

liabilities. 1,209,728 1,389,897 

Provision for federal taxes on income. 633,458 1,359,972 

Notes payable and mortgage payment due within one 

year. 508,000 258,000 

Total current liabilities. 6,586,110 7,494,610 

Long-Term Debt: 

Notes payable, 2^2%! $250,000 due each January and 
May, 1949-1953 2,250,000 2,750,000 

Notes payable, 3V^%, due 1953-1961 . 5,000,000 5,000,000 

Mortgage payable, 3^2%* 1949-1952 .... 165,073 172,845 

Total long-term debt. 7,415,073 7,922,845 


Reserve for Wartime and Postwar Contingenqes — 212,500 


Capital Stock and Surplus (Notes B and C):— 

Convertible Preferred Stock: 

Authorized and issued—50,000 shares, par value 

$100 a share, $3.50 dividend cumulative . 5,000,000 5,000,000 

Common Stock: 

Authorized—3,000,000 shares, par value 30^ a share 

Issued—2,307,308 shares. 692,192 692,192 

Paid-in surplus. 4,897,297 4,897,297 

Earned surplus since July 1, 1939 . 4,391,335 4,088,757 

Less —^Treasury stock, at cost—1,367 shares Con¬ 
vertible Preferred Stock $125,764 and 4,144 shares 

Common Stock $1,243 . (127,007) (127,007) 

Total capital stock and surplus .... 14,853,817 14,551,239 

Total Liabilities and Capital.$28,855,000 $30,181,194 
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CONSOLIDATED STATEMENT OF PROFIT AND LOSS 

FOR THE YEARS 1947 AND 1946 

United Cigar-Whelan Stores Corporation and Subsidiary Companies 


Net Sales 
Cost of sales 


Display advertising, sundry commissions, etc. 
Rentals and other income . . 


Salaries, wages and other compensation 

Rent expense. 

Taxes, other than taxes on income 

Depreciation and amortization. 

Other operating and administrative expenses 

Interest on long-term debt. 

Other charges. 

(Profit) or loss on disposition of fixed assets . 


Provision for estimated taxes on income: 

Federal taxes on income. 

Less —Excess provision made in prior years 
State income taxes. 


Transfer of balance of reserve for wartime and postwar 
contingencies. 

Profit transferred to earned surplus 


1947 

1946 

$78,279,231 

$79,288,902 

56,080,823 

56,786,871 

22,198,408 

22,502,031 

1,647,934 

1,857,486 

742,994 

585,094 

24,589,336 

24,944,611 

13,128,302 

12,359,141 

4,170,762 

4,009,204 

731,127 

751,264 

893,068 

671,486 

4,049,305 

3,854,685 

246,753 

100,942 

64,591 

110,157 

(109,352) 

20,964 

23,174,556 

21,877,843 


1,414,780 3,066,768 


545,000 

1,155,000 

(200,000) 

— 

5,000 

20,000 

350,000 

1,175,000 


1,064,780 1,891,768 


212,500 

312,500 

$ 1,277,280 

$ 2,204,268 
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CONSOLIDATED STATEMENT OF EARNED SURPLUS 

FOR THE YEARS 1947 AND 1946 

United Cigar-Whelan Stores Corporation and Subsidiary Companies 



1947 

1946 

Balance at beginning of year. 

1 4,088,757 

$ 3,517,582 

Profit transferred from consolidated statement of 
profit and loss. 

1,277,280 

2,204,268 


5,366,037 

5,721,850 

Write-off of unamortized balance of goodwill as at 
May 31, 1947 (Note A). 

804,480 


Charges arising from the exchange and redemption 
of Prior Preferred Stock and from the issuance 
of Convertible Preferred Stock. 


1,407,101 

Dividends on Prior Preferred Stock. 


104,318 

Dividends on Convertible Preferred Stock, 

$3.50 a share. 

170,222 

121,674 


974,702 

1,633,093 

Balance at end of year (Note B). 

$ 4,391,335 

$ 4,088,757 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

Note A: 

Goodwill which was purchased in connection with the acquisition of two groups of 
stores in 1946, and which was being amortized by charges to operations at a rate of 5% 
per annum was written off against earned surplus as at May 31, 1947 pursuant to a resolu¬ 
tion adopted by the Board of Directors. 

Note B: 

At December 31, 1947 the diflFerence between the involuntary liquidating value of 
15,203,731 of the Convertible Preferred Stock outstanding (excluding treasury stock) and 
the par value of such stock amounted to $340,431. In the opinion of counsel for the cor¬ 
poration the right to the difference between the par value of the Convertible Preferred Stock 
and such liquidation preference is not a restriction upon the distribution of surplus as 
dividends. 

The corporation’s loan agreement covering notes payable provides, among other re¬ 
strictions and limitations, that the corporation will not declare or pay dividends (other 
than dividends payable in its common stock) or purchase or redeem any of its outstanding 
capital stock if: (1) the total disbursements for such dividends, purchases or redemptions 
will exceed $250,000 plus 60% of consolidated net earnings of the corporation and its 
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subsidiaries accruing subsequent to December 31, 1943, and (2) immediately thereafter, 
and as a result thereof, consolidated current assets will be less than 133% of consolidated 
indebtedness. Under the foregoing provisions, the paid-in surplus of $4,897,297 and ap¬ 
proximately $2,886,000 of the consolidated earned surplus of $4,391,335 at December 
31, 1947 may not be used in the payment of dividends (other than dividends payable in 
its common stock) or for the purchase or redemption of any outstanding capital stock of 
the corporation. 

Note C: 

The G)nvertible Preferred Stock is entitled in liquidation to and is redeemable in whole 
or in part upon 30 days’ notice at $106.30 a share during 1948, and at an amount 30^ less 
per share cumulative for and during each of the twelve years 1949 to I960, and thereafter 
at $100 a share plus, in each case, accrued dividends to the date of redemption or liquida¬ 
tion. Each share of Convertible Preferred Stock is exchangeable for common stock at the 
following rates: 5Vi shares of common stock, if exchanged on or before June 30, 1948; 
5 shares of common stock, if exchanged during the period July 1, 1948 to June 30, 1950; 
and 4 shares of common stock, if exchanged after June 30, 1950. 
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1* flQUflIJtp — All merchandise handled by Whelan Drug Stores must be 
of a quality that is acceptable to Whelan’s Bureau of Standards. (Whelan’s 
Bureau of Standards is a modem, well-equipped testing laboratory. It 
inspects and tests samples of all merchandise shipments received at Whelan’s 
central Depot.) 


This Creed is 
on display in 
every Whelan 
Drug Store, All 
Whelan em¬ 
ployees are re¬ 
quired to con¬ 
form to the 
provisions of 
the Creed. 


2* — Whelan’s selling prices are intended to be the lowest possible 

prices that can result from Whelan’s huge purchasing power and mass 
distribution methods. 

3* —The Whelan organization is instructed to give to Whelan 

customers the kind of service that builds lasting customer-satisfaction — and 
is taught how to do so. It is instructed to be courteous and friendly in its 
dealings with customers. It is instmcted always to describe merchandise 
honestly and never to make exaggerated claims or statements. 

NO SUBSTITUl’ES — The Whelan Management will not tolerate any 
attempt at substitution. Our Policy is to give the customer what he asks for. 
Any deviation of this mle is a violation of the Company’s Policy. The 
Whelan organization is instructed to give customers timely and helpful 
suggestions, but never to substitute any item for the one requested. 

4* (SUdtdnttf —Whelan’s guarantee is that the customer must always be 
satisfied, and that in the event of dissatisfaction for any reason whatsoever, 
the purchase price wiU be refunded cheerfully and without question or 
argument. 


5« —In its drug and prescription departments, 

Whelan employs only graduate pharmacists who have been licensed by the 
State Boards of PharmaOy. Whelan, therefore, maintains the highest possible 
code of professional ethics in the compounding of prescriptions and the 
selling of antitoxins, biologicals, etc. 



6« (icmplopee0 — The Whelan Management attempts to provide for 
Whelan Employees standards of wages and working conditions that are at 
least the equal of the best in the drug store industry. It is only by maintain¬ 
ing such standards that Whelan is able to have an organization that is 
capable of serving its customers in the manner that the Whelan Manage¬ 
ment insists upon. 



We believe that drug stores, more, perhaps, than any other type of retail 
store, make an important contribution to community life in America. 
Drug stores, among tlie other services that they offer the public, are of 
great assistance to the medical profession in maintaining proper public 
health requirements. We are proud of the fact that we are in the drug 
store business. We are proud of the fact that we are among the leaders 
in our industry. It is our ambition to serve the public in such a manner 
that we shall be deserving of its confidence, and, therefore, of its patronage. 
This is the essence of THE WHELAN CREED. 

















Home Office 


215 Fourth Avenue 


New York 3, N. Y. 
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Branch Offices and Warehouses 


82 39th Street, Bush Terminal Bldg. No. 22 
5000 District Boulevard 
696 N. W. 15th Street 
327 So. La Salle Street 


Brooklyn 32, N. Y. 
Los Angeles ll. Cal. 
Mumi 36, Fla. 
Chicago 4, III. 
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Registrars 
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Bankers Trust Company, New York, N. Y. 


Common Stock 

Commercial Trust Company of New Jersey, Jersey City, N. J. 















